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This paper investigates on the influence of the institutional quality on economic growth with 
special attention to Russian case, taking into account government initiatives for institutional 
quality improvement since year 2008. 
 
The main goal of this research is to understand correlation between economic growth and 
institutional quality, summarize main trends in theworld for the recent decade, evaluate the 
situation in Russia and forecast it for nearest future. We suggest that poor institutional quality 
in Russia led to the slower economic growth, which could also influence further development 
of the country, and Russia took only first and very recent steps in assessments of this issue.  
 
In first two chapters the paper presents a brief lit rature review and explains the theoretical 
base required for further investigation. In Chapter 3 we clarify methodology and obtain 
required data, which is then analyzed in Chapters 4 and 5. 
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Chapter 1 Introduction 
 
1.1. Motivation  
 
The links between the quality of a countries institutions and its level of economic 
development is an important, and growing research aea in economics. These institutions 
define the rules of the game, or the conditions under which firms and individuals operate 
within and between markets. The better the quality of institutions, the more confident market 
participants to run transactions. Although the links between these institutions and economic 
growth have been empirically tested many times, researches concerning changes in specific 
countries are not so wide spread and may still be very useful in at least two areas – for better 
understanding of correlation between institutional quality and economic growth and for the 
development of the empirical steps and policies for the development of the particular country, 
governance evaluation and forecasting of future influence on country and whole world.  
 
During last 20 years Russia has experienced significa t changes and transformation from 
planned economy to market economy, from one party political system to free elections. Many 
of economic instruments existing in other countries did not exist in Russia up to mid 1990th 
and just start to become implemented nowadays.  Although concept of institutional quality 
and economic growth was used in developed countries since mid XX century, government in 
Russia started to pay attention to this issued since mid 2000th  
 
In year 2008 president Medvedev announced new Strategy – multi targeted plan for country 
development for the period 2008-2020, including actions for institutional quality 
improvement and among others establishing forecasted economic growth that Russia might 
achieve as a result of government activity. First stage of this project was finished in year 
2012. 
 
Main goal of this thesis is to understand correlation between economic growth and 
institutional quality, summarize main trends in the world for the recent decade, evaluate 
situation in Russia and forecast it for nearest future. There is an evidence that poor 
institutional quality in Russia led to the slower economic growth, which could also influence 
further development of the country, and Russia took nly first and very recent steps in 
assessments of this issue. As very few researches were done for Russia relating to this issue, 

















1.2. Literature Review  
  
During the last twenty many scientists have constantly devoted their attention to the 
correlation between institutions and economic growth. A lot of researches were done in this 
area. According to Elisa Valeriani and Sara Peluso in their work “The Impact Of Institutional 
Quality On Economic Growth And Development: An Empirical Study”1, the most relevant 
researches can be summarized in several groups according to the elements taken into account:  
a) liberal and authoritarian institutions: tudies stating that the level of freedom should 
lead to growth. In this group authors emphasize the rol  of democracy in quality of 
growth. Please refer to: La Porta et al., 2004, “Doinstitutions cause growth?”, Barro, 
1999, “The terminance of economic growth: a cross-country empirical study”, 2005, 
“Forms of democracy, policy and economic development”, Keefer, 2004, “What does 
political economy tell us about economic development-and vice versa?”, Rodrik, 2001, 
“Development strategies for the 21st Century”, Besley et al., 2005, “Political 
competition and economic performance: theory and evi ence from the United States”, 
Bardhan, 2005, “Scarcity, conflict and cooperation: essays in political and 
institutional economics of development”, Islam, 2003, “Do more transparent 
governments govern better?”, Rodrik and Waziarg, 2004, “Do democratic transitions 
produce bad economic outcomes?”, Acemoglu, 2003, “Why not a political Coase 
theorem? Social conflict, commitment and politics”.  
b)  institutional change: studies are interested in how institutional reforms affect 
economic performance trying to evaluate the way the change should be implemented. 
Main authors are: Heybey and Murrell, 1999, “The relationship between economic 
growth and the speed of liberalization”, Olson, 1982, “The rise and decline of 
nations”, Williamson, 2000, “The New Institutional Economics: taking stock, looking 
ahead”, Hsieh, 2000, “Bargaining over reform”. 
c)  institutions and governance: Countries with unstable governance make economic 
agents act under uncertain conditions determining therefore they fail to activate a 
constant growth process. For further information see: Olson et al., 1998, “Governance 
and growth: a simple hypothesis explaining cross-countries differences in productivity 
growth”, Perotti, 1996, “Growth, income distribution and democracy: what the data 
                                                
1Elisa Valeriani, Sara Peluso  2011, “The Impact Of Institutional Quality On Economic Growth And Development: An 
Empirical Study”1, University of Modena and Reggio Emilia, Italy, Scientific Papers (www.scientificpapers.org), Journal of 
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say”, Kaufman and Kraay, 2007, “Governance Indicators: Where are we, where 
should we be going?”. 
d)  institutions and social conflict: approach proposed by Rodrick proceeds from the 
results performed by different economies after the Second World War. The countries 
with better economic results had previously succeeded in creating of more efficient 
institutions, implementing social and security policies, income distribution, law 
enforcement, democratic delegation, linguistic and ethnic melting. At this regard see: 
Rodrik, 1999, “Making openness work”, 2007, “One economics, many recipes: 
globalization, institutions and economic growth”, 2010, “Development policy and 
development economics: an introduction”.  
e)  institutions as social infrastructure: mphasizes the relationship between human 
capital, productivity and social infrastructure defin d as the set of policies and 
institutions set by the government that determines th  economic environment in which 
agents accumulate specialization, know-hows and capital and produce output. The 
process of accumulation depending on social infrastructure flows into production 
directly affecting economic growth. For this reason countries with weak institutions 
fail to perform as countries with stronger institutions. See: Jones and Hall, 1999, 
“Why do some countries produce so much more output per worker than others?”, 
Acemoglu, 1995, “Reward structures and the Allocation of Talent”. 
 
We have not too much researches related specifically to Russia in our subject. There were 
attempts to evaluate factors of economic growth in Russia, for example in such works as Ilya 
Voskoboynikov, 2010 “Sources of Economic Growth of the Russian economy in 1995-2006 
Russia”; S. Drobyshevsky, O. Lugovoy, E. Astafyeva, D. Polevoy, A. Kozlovskaya, P. 
Trunin, L. Lederman, 2005 “Factors of Economic Growth in Russia’s Regions”, but these 
researches were mainly concentrated on the structure of GDP and importance of 
manufacturing for its increase.  
 
As for researches correlating institutional quality and economic growth we may specifically 
address to the few of them: Polterovich, Victor, V. Popov (2005). “Democratization, Quality 
of Institutions, and Economic Growth”  - this research is related to the democracy group 
mentioned above; Vladimir Gelman, 2011 “Institutional Trap in Russian Politics” saying that 
“ institutions seriously impede Russia’s development. They not only prevent open political 
competition between elites but also impose barriers to efficient, accountable, open, and 
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quality in resource oriented countries” investigating performance of the Mehlum–Moene–
Torvik model in Russia. According to this model the influence of institutions and natural 
resources on the level of GDP is very significant ad economy may be in one of the two 
equilibrium types – producer equilibrium or grabber equilibrium. In a grabber equilibrium, 
growth is negatively impacted by resource endowment and positively by institutions; in a 
producer equilibrium, more resources fosters economic growth, while institutions have no 
effect at all.  
 
After announcement of new long-term development program in Russia called Strategy 2020 
where government authorities emphasized relationship between development and quality of 
institutions, situation concerning researches in ths area may change in the nearest future. 
Detailed of Strategy 2020 will be described later in the text. 
 
1.3. Structure of the Paper  
The paper is organized as following: 
 
Chapter 1 Introduction 
The chapter describes the motivation of the research, review of related literatures, objectives 
and significance of the research. 
Chapter 2 Theoretical Framework 
The chapter presents the theoretical framework of the paper: definition, units of measurement 
of economic growth and institutional quality and it also frames correlation between these 
parameters. 
Chapter 3 Data and Methodology 
The chapter declares available data and methodology f the empirical study. First we discuss 
where and how to get actions related to institutional quality in Russian and its correlation 
with economic growth, then how to evaluate it and use for forecasting. Forecasting 
methodology is described in the second part of this C apter. 
Chapter 4 Empirical Results 
The chapter presents the results of the empirical study. We evaluate steps Russian 
government was planning to take in order to improve institutional quality and it’s correlation 
with economic growth and also provide forecast for short-term period 
Chapter 5 Conclusion 
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Chapter 2 Theoretical Framework 
 
2.1. Economic growth 
2.1.1. Definition and calculation of economic growth  
Definition of eeconomic growth is very clear and easy to understand– “it is the increase in the 
amount of the goods and services produced by an ecoomy over time. It is conventionally 
measured as the percent rate of increase in r al gross domestic product (GDP), or real GDP. 
Growth is usually calculated in real terms, i.e. inflation-adjusted terms, in order to obviate the 
distorting effect of inflation on the price of the goods and services produced”2. So in order to 
measure it we should take data about GDP for the particular country for the particular period 
of time, adjust it for inflation, and then calculate percentage change. Formula of economic 
growth can be written as following: 
Economic growth = real GDP (current year)/ real GDP (previous year) * 100%  
 
2.1.2. Factors influencing economic growth 
In year 1957 Robert Solow3 was the first researcher who introduced special methodology 
called “Growth accounting” measuring the contribution of different factors to economic 
growth. Since that time researches started to develop different models to identify main 
economic growth drivers. 
List of factors influencing economic growth comes from nature of GPD – its quantitative and 
qualitative parts. In general natural resources, human resources and population growth, 
capital resources, and technological development in the economy together with institutional 
structure and stability influence the rate of economic growth. Other factors include the level 
of world economic activity and the terms of trade.  
2.1.3. Trends in economic growth in recent decade for main world economies 
Based on the information provided by the World Bank s one of the most trustful economic 
indicators database we can calculate growth (annual % in GDP expressed in constant 2000 
U.S. dollars) for the world most significant economies (ranked on GDP size) together with 
world average (out of 204 country in the World bank database) for the recent decade. This 
information is presented in the Table 1 
Note: list of the abbreviations is presented in the page 3 of the research. 
                                                
2 http://en.wikipedia.org/wiki/Economic_growth 
3 Robert Solow, 1957, Technical change and the aggregate production functio  Review of Economics and Statistics, Vol. 39, 
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Table 1: Economic growth in the biggest world economies for the period 2000-2011 
Year BRA CHN FRA DEU IND ITA  JPN RUS GBR USA 
World 
average 
2000 4,31% 8,40% 3,68% 3,06%3,98% 3,65% 2,26% 10,00% 4,24% 4,17%4,02%
2001 1,31% 8,30% 1,84% 1,51%4,94% 1,86% 0,36% 5,09% 2,89% 1,09%3,54%
2002 2,66% 9,10% 0,93% 0,01%3,91% 0,45% 0,29% 4,74% 2,43% 1,83%3,20%
2003 1,15%10,00% 0,90% -0,38%7,94%-0,05% 1,69% 7,30% 3,81% 2,55%3,81%
2004 5,71%10,10% 2,54% 1,16%7,85% 1,73% 2,36% 7,18% 2,91% 3,48%5,75%
2005 3,16%11,30% 1,83% 0,68%9,28% 0,93% 1,30% 6,38% 2,77% 3,08%5,13%
2006 3,96%12,70% 2,47% 3,70%9,26% 2,20% 1,69% 8,15% 2,60% 2,66%5,79%
2007 6,10%14,20% 2,29% 3,27%9,80% 1,68% 2,19% 8,54% 3,63% 1,91%6,01%
2008 5,17% 9,60%-0,08% 1,08%3,89%-1,16% -1,04% 5,25% -0,97% -0,36%4,15%
2009 -0,33% 9,20%-3,15% -5,13%8,24%-5,49% -5,53% -7,82% -3,97% -3,53%0,20%
2010 7,53%10,40% 1,66% 4,16%9,55% 1,81% 4,44% 4,34% 1,80% 3,02%4,30%
2011 2,73% 9,30% 1,70% 3,03%6,86% 0,44% -0,70% 4,34% 0,76% 1,70%4,22%
Source: World Bank - http://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZGout  
 
If we put all figures into the graph, we will receiv  following picture: 
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Without taking into account decline in year 2009 due to the world financial crisis, briefly we 
can make following conclusions: 
- Countries had positive trend in economic growth over last 10 years; 
- For more developed countries rate of economic growth as slower than for 
developing countries which is also in line with theory of convergence 
- Only 3 countries had higher than world average rateof conomic growth – China, 
Russia and India. All of them are considered as “developing” 
- As it was mentioned above, government is very interest d in understanding of main 
drivers for economic growth especially qualitative and also in understanding of other 
countries experience as some methods may be implement d locally. 
 
2.2. Institutional quality  
2.2.1. Definition of institutional quality 
Aljaz Kuncic from Kiel Institute for the World Econmy in his Working paper “Institutional 
Quality Database”4 summarized most common definitions of the Institutional quality: “The 
most common and widely used definition of institutions can be attributed to Douglas North 
(North, 1990, 1993, 2005), who defines institutions as formal and informal rules of the game, 
and their enforcement characteristics. North (1993) also demarcates institutions from 
organizations, which are the players of the game, be it individuals, firms, organizations or any 
other definable social construct. The game, in this respect, is any social interaction. 
Often the definition of institutions will include the provision that institutions are all rules or 
forms of conduct, which are devised with the intention of reducing uncertainty (as a 
consequence of imperfect information and limited rationality), controlling the 
environment/game and lowering transaction costs (Menard and Shirley, 2005). 
Yet another, less succinct but equally important definition of institutions offers Ostrom 
(1990): ”Institutions” can be defined as the sets of w rking rules that are used to determine 
who is eligible to make decisions in some arena, what actions are allowed or constrained, 
what aggregation rules will be used, what procedures must be followed, what information 
                                                
4 Aljaz Kuncic, 2012, Working Paper No. 457, “Institu onal Quality Database”,  
North, D. C., 1990, “Institutions, institutional change, and economic performance “, Cambridge University Press, 
Cambridge ; New York  
North, D. C., 1993, “The new institutional economics and development.” Economic History 9309002,  EconWPA. 
North, D. C., 2005, ”Institutions and the performance of economies over time”. In M. S. C. Mnard (Ed.), The Handbook of 
New Institutional Economics, pp. 21–30. Springer. 
Ostrom, E., 1990, “Governing the commons: the evolution of institutions for collective action.” Cambridge University Press, 
Cambridge ; New York  
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